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NOTES TO FINANCIAL STATEMENTS (Continued)

The following table presents the quantitative information about Level 3 fair value measurements (dollars in thousands):

Range
Fair Value at Valuation Level 3 (Weighted)
December 31, 2014 Technique Input Average
Assets:
Common Collective Trust - Real Estate (@) $ 1,918 Market Approach Redemption Restriction N/A
Hedge Funds (b) $ 4,939 Market Approach Redemption Restriction N/A

(a) The underlying net asset value in the Common Collective Trust - Real Estate fund is determined by appraisal of the properties held in the Trust.
As part of the Trustee's valuation process, properties are externally appraised generally on an annual basis. The appraisals are conducted by
reputable independent appraisal firms and signed by appraisers that are members of the Appraisal Institute, with the professional designation of
Member, Appraisal Institute. All external appraisals are performed in accordance with the Uniform Standards of Professional Appraisal
Practices. We receive monthly statements from the Trustee along with the annual schedule of investments and rely on these reports for pricing
the units of the fund. The fund does contain a participant withdrawal policy.

(b) The fair value the Hedge Funds is determined based on pricing provided or reviewed by third-party administrator to our investment managers.
While the input amounts used by the pricing vendor in determining fair value are not provided, and therefore, unavailable for our review, the
asset results are reviewed and monitored to ensure the fair values are reasonable and in line with market experience in similar asset classes.
Additionally, the audited financial statements of the funds are reviewed annually as they are issued.
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NOTES TO FINANCIAL STATEMENTS (Continued)

Plan Reconciliations

The following tables provide a reconciliation of the Employee Benefit Plan’s obligations and fair value of assets, components of the
net periodic expense and elements of regulatory assets and liabilities and AOCI (in thousands):

Benefit Obligations

Change in benefit obligation:

Projected benefit obligation at beginning o
year
Service cost

Interest cost

Actuarial loss (gain)

Amendments (3)

Benefits paid

Asset transfer (to) from affiliate

Medicare Part D adjustment

Plan participants’ contributions
Projected benefit obligation at end of year

(a) Reflects Board of Directors approval of inc

Supplemental Non-qualified

Non-pension Defined

Defined Benefit Defined Benefit Retirement Benefit Postretirement
Pension Plan Plans Healthcare Plan
2014 2013 2014 2013 2014 2013
f
$ 602238 69,8208 3,131 8 3427 $ 5,850 $ 6,766
704 852 — — 222 216
2,991 2,969 146 133 241 239
11,879 (7,818) 540 (212) 115 (459)
- - — — — — (342)
(4,452) (4,850) (218) 217) (488) (1,045)
(167) (750) — — 24 (73)
— — — — (15) 82
— - - — 89 468
$ 71,178 $ 60,223 § 3,599 § 3,131 8% 6,038 $ 5,850

rease to Company’s contribution to RMSA account.
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NOTES TO FINANCIAL STATEMENTS (Continued)

A reconciliation of the fair value of Plan assets (as of the December 31 measurement date) is as follows (in thousands):

Supplemental Non-qualified =~ Non-pension Defined

Defined Benefit Defined Benefit Retirement Benefit Postretirement
Pension Plan Plans Healthcare Plan
2014 2013 2014 2013 2014 2013
Beginning market value of plan assets $ 56,405% 534658 — 8 —3$ —3 —
Investment income 5,462 6,070 —_ — —_ —
Benefits paid 4,452) (4,850) — — — —
Employer contributions 1,696 2,299 - - - -
Asset transfer to affiliate (13) (579) g — — i
Ending market value of plan assets $ 59,0988 56,405 8§ —8 —$ — 3§ =

Amounts recognized in the Balance Sheets at December 31 consist of (in thousands):

Supplemental Non-qualified = Non-pension Defined
Defined Benefit Defined Benefit Retirement Benefit Postretirement

Pension Plan Plans Plan
2014 2013 2014 2013 2014 2013
Regulatory asset (liability) $ 22,7178 13,7358 —3$ —$ 2,306 $ 2,781
Current liability $ —$ —$ 217)$ (216)$ (519)$ 491)
Non-current liability $ (12,080)8 (3.818)$ (3,382)% (2,915)% (5,519)$ (5,372)

Accumulated Benefit Obligation (in thousands)

Supplemental Non-qualified =~ Non-pension Defined

Defined Benefit Defined Benefit Retirement Benefit Postretirement
Plans Healthcare Plan
2014 2013 2014 2013 2014 2013
Accumulated benefit obligation $ 656998 55283 % 3,599 $ 3,131 8 6,038 $ 5,850
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Components of Net Periodic Expense (in thousands)

Supplemental Non-qualified
Defined Benefit Retirement

Non-pension Defined
Benefit Postretirement

Defined Benefit Pension Plan Plans Healthcare Plan
2014 2013 2012 2014 2013 2012 2014 2013 2012

Service cost $§ 7048 852% 76598 —$ — 3 — 8§ 2228 216% 214
Interest cost 2,991 2,969 2,969 146 133 104 241 239 343
Expected return on assets (3,702) (3,764) (3,139 - — - — — —
Amortization of prior service cost

(credits) 43 43 57 - - —  (335) (278) (27%)
Amortization of transition obligation — 2,609 -— — — - — — —
Recognized net actuarial loss (gain) 940 — 2,599 45 66 55 — 9 139
Net periodic expense $ 9768 2,7098% 32518 191§ 1998 1598 128% 186 % 418

Accumulated Other Comprehensive Income (Loss)

Amounts included in AOCI, after-tax, that have not yet been recognized as components of net periodic benefit cost at December 31

were as follows (in thousands):

Supplemental Non-qualified

Non-pension Defined

Defined Benefit Pension Defined Benefit Retirement Benefit Postretirement
Plan Plans Healthcare Plan
2014 2013 2014 2013 2014 2013
Net loss $ — $ — 8 (801H)$ 479% —$ —
Prior service cost = = e — = =
Total accumulated other
comprehensive income (loss) $ — 3§ — 3 80H$ 479% —3$ —

The amounts in AOCI, regulatory assets or regulatory liabilities, after-tax, expected to be recognized as a component of net periodic

benefit cost during calendar year 2015 are as follows (in thousands):

Supplemental Non-qualified
Defined Benefits Pension Defined Benefit Retirement

Non-pension Defined
Benefit Postretirement

Plan Plans Healthcare Plan
Net gain (loss) $ 1,428 § 618% -
Prior service cost 27 — (218)
Total net periodic benefit cost expected
to be recognized during calendar year
2015 1,455 § 618 (218)
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Assumptions

Supplemental Non-qualified Non-pension Defined Benefit

Defined Benefit Retirement

Postretirement Healthcare

Weighted-average assumptions
used to determine benefit
obligations:

Discount rate

Rate of increase in compensation
levels

Weighted-average assumptions
used to determine net periodic
benefit cost for plan year:
Discount rate

Expected long-term rate of return
on assets (3)

Rate of increase in compensation
levels

The healthcare benefit obligation was determined at December 31 as follows:

Healthcare trend rate pre-65
Trend for next year
Ultimate trend rate
Year Ultimate Trend Reached

Healthcare trend rate post-65
Trend for next year
Ultimate trend rate

Defined Benefit Pension Plan Plans Plan
2014 2013 2012 2014 2013 2012 2014 2013 2012
425% 5.10% 435% 398% 4.68% 425% 3.70% 445% 3.65%
3.86% 3.86% 391% N/A N/A N/A N/A N/A N/A
5.10% 435% 4.65% 4.68% 3.88% 4.70% 445% 3.65% 4.35%
6.75% 7.25% 725% N/A N/A N/A N/A N/A N/A
3.86% 391% 3.67% N/A N/A N/A N/A N/A N/A
(a) The expected rate of return on plan assets is 6.75% for the calculation of the 2015 net periodic pension cost.
2014 2013
7.50% 7.50%
4.50% 4.50%
2027 2027
6.25% 6.25%
4.50% 4.50%
2024 2026

Year Ultimate Trend Reached
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We do not pre-fund our post-retirement benefit plan. The table below shows the estimated impacts of an increase or decrease to our
healthcare trend rate for our Retiree Health Care Plan (in thousands):

Accumulated Periodic
Postretirement Benefit

Change in Assumed Trend Rate Service and Interest Costs Obligation
1% increase $ 88 195
1% decrease $ (8% (178)

The following benefit payments, which reflect future service, are expected to be paid (in thousands):

Supplemental Non-qualified Non-pension Defined Benefit
Defined Benefit Pension = Defined Benefit Retirement  Postretirement Healthcare

Plan Plans Plan
2015 $ 3,303 $ 217 § 519
2016 $ 3,330 % 217 $ 509
2017 $ 3455 % 248 $ 502
2018 $ 3575 § 246 $ 569
2019 $ 3,749 § 244 § 610
2020-2024 $ 21,109 $ 1,547 $ 2,847

Defined Contribution Plan

The Parent sponsors a 401(k) retirement savings plan in which our employees may participate. Participants may elect to invest up to
50% of their eligible compensation on a pre-tax or after-tax basis, up to a maximum amount established by the Internal Revenue
Service. The plan provides for company matching contributions and company retirement contributions. Employer contributions vest
at 20% per year and are fully vested when the participant has 5 years of service.

©) RELATED-PARTY TRANSACTIONS

Non-Cash Dividend to Parent

In 2014, no non-cash dividends were made to our Parent. We recorded a non-cash dividend to our Parent for approximately $8
million in 2013 and decreased the utility money pool note receivable, net for approximately $8 million, in 2013.

Receivables and Payables

We have accounts receivable and accounts payable balances related to transactions with other BHC subsidiaries. These balances as of
December 31 were as follows (in thousands):

2014 2013
Receivable - affiliates $ 5350 % 4,934
Accounts payable - affiliates $ 19,242 § 21,082
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Money Pool Notes Receivable and Notes Payable

We have a Utility Money Pool Agreement (the Agreement) with BHC, Cheyenne Light and Black Hills Utility Holdings. Under the
agreement, we may borrow from BHC however the Agreement restricts us from loaning funds to BHC or to any of BHCs’ non-utility
subsidiaries. The Agreement does not restrict us from making dividends to BHC. Borrowings under the agreement bear interest at the
weighted average daily cost of our parent company’s credit facility borrowings as defined under the Agreement, or if there are no
external funds outstanding on that date, then the rate will be the daily one month LIBOR rate plus 1.0%.

The cost of borrowing under the Utility Money Pool was 1.36% at December 31, 2014.

We had the following balances with the Utility Money Pool as of December 3 [ (in thousands):

2014 2013
Notes receivable (payable), net $ 68,626 $ 17,292

Net interest income (expense) relating to the Utility Money Pool for the years ended December 31, was as follows (in thousands):

2014 2013 2012
Net interest income (expense) $ 304 $ 505 $ 617

Other Balances and Transactions

We have the following Power Purchase and Transmission Services Agreements with affiliated entities:

e  An agreement, expiring September 3, 2028, with Cheyenne Light to acquire 15 MW of the facility output from Happy Jack.
Under a separate inter-company agreement expiring on September 3, 2028, Cheyenne Light has agreed to sell up to 15 MW of
the facility output from Happy Jack to us.

e  An agreement, expiring September 30, 2029, with Cheyenne Light to acquire 20 MW of the facility output from Silver Sage.
Under a separate inter-company agreement expiring on September 30, 2029, Cheyenne Light has agreed to sell 20 MW of

energy from Silver Sage to us.

e A Generation Dispatch Agreement with Cheyenne Light that requires us to purchase all of Cheyenne Light’s excess energy.
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Related-party Gas Transportation Service Agreement

On October 1, 2014, we entered into a gas transportation service agreement with Cheyenne Light in connection with gas supply for
Cheyenne Prairie. The agreement is for a term of 40 years, in which we pay a mouthly service and facility fee for firm and

interruptible gas transportation.

We had the following related party transactions for the years ended December 31 included in the corresponding captions in the

accompanying Statements of Income:

2014 2013 2012
(in thousands)
Revenues:
Energy sold to Cheyenne Light $ 1,894 § 1,338 $ 2,372
Rent from electric properties $ 4,102 $ 3,627 § 2,661
Purchases:
Purchase of coal from WRDC $ 16,861 § 18,542 § 20,690
Purchase of excess energy from Cheyenne Light $ 3,033 8§ 3,640 $ 3,139
Purchase of renewable wind energy from Cheyenne Light - Happy Jack $ 1,959 § 1,886 $§ 1,988
Purchase of renewable wind energy from Cheyenne Light - Silver Sage $ 3,200 $ 3,207 $ 3,269
Corporate support services from Parent, Black Hills Service Company and
Black Hills Utility Holdings $ 32,332 8 30,738 $ 24,163
10) SUPPLEMENTAL CASH FLOW INFORMATION
Years ended December 31, 2014 2013 2012
(in thousands)
Non-cash investing and financing activities -
Property, plant and equipment acquired with accrued liabilities $ 4234 § 13,590 $ 3,969
Non-cash decrease to money pool note receivable, net $ —8$ (8,000)$  (43,984)
Non-cash dividend to Parent company $ —3$ 8,000 § 43,984
Supplemental disclosure of cash flow information:
Cash (paid) refunded during the period for -
Interest (net of amounts capitalized) $ (19,573)$ (19,1748 (17,099)
Income taxes $ — 3 219 $ 7,176
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48)) COMMITMENTS AND CONTINGENCIES
Power Purchase and Transmission Services Agreements

We have the following power purchase and transmission agreements, not including related party agreements, as of December 31, 2014
(see Note 9 for information on related party agreements):

e A PPA with PacifiCorp expiring on December 31, 2023, which provides for the purchase by us of 50 MW of electric capacity
and energy. The price paid for the capacity and energy is based on the operating costs of one of PacifiCorp’s coal-fired electric

generating plants;

e A firm point-to-point transmission access agreement to deliver up to 50 MW of power on PacifiCorp’s transmission system to
wholesale customers in the western region through December 31, 2023; and

e  An agreement with Thunder Creek for gas transport capacity, expiring in October 31, 2019.

Costs incurred under these agreements were as follows for the years ended December 31 (in thousands):

Contract Contract Type 2014 2013 2012
PacifiCorp Electric capacity and energy $ 13,943 § 13,026 $ 13,224
PacifiCorp Transmission access $ 1,227 § 1,384 $ 1,215
Thunder Creek Gas transport capacity $ 633 § 633 § 633

Future Contractual Obligations

The following is a schedule of future minimum payments required under the power purchase, transmission services, facility and vehicle
leases, and gas supply agreements (in thousands):

2015 $ 12,443
2016 $ 12,443
2017 $ 12,443
2018 $ 6,135
2019 $ 6,037
Thereafter $ 21,998
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Long-Term Power Sales Agreements
We have the following power sales agreements as of December 31, 2014:

e An agreement with MDU to supply up to a maximum of 25 MW on a cost reimbursement basis during periods of reduced
production at Wygen III;

e A capacity and energy agreement with MDU through December 31, 2023 to supply up to a maximum of 50 MW;

e  An agreement with the City of Gillette to supply its first 23 MW on a cost reimbursement basis during periods of reduced
production at Wygen IIl. Under this agreement, we will also provide the City of Gillette their operating component of spinning
reserves;

e A unit-contingent energy and capacity sales agreement with MEAN expiring on May 31, 2023. This contract is based on up to
10 MW from Neil Simpson II and up to 10 MW from Wygen I1I based on the availability of these plants. The energy and
capacity purchase requirements decrease over the term of the agreement; and

e A PPA with MEAN, expiring on April 1, 2015. Under this contract, MEAN purchases S MW of unit-contingent energy and
capacity from Neil Simpson II and 5 MW of unit-contingent capacity from Wygen III.

0il Creek Fire

On June 29, 2012, a forest and grassland fire occurred in the western Black Hills of Wyoming. A fire investigator retained by the
Weston County Fire Protection District concluded that the fire was caused by the failure of a transmission structure owned, operated
and maintained by Black Hills Power. On April 16, 2013, a large group of private landowners filed suit in the United States District
Court for the District of Wyoming. There are approximately 36 Plaintiff groups (including property jointly owned by multiple family
members or entities), or approximately 73 individually named private plaintiffs. In addition, the State of Wyoming has intervened in
the lawsuit. Both the private landowners and the State of Wyoming assert claims for damages against us. The claims include
allegations of negligence, negligence per se, common law nuisance and trespass. In addition to claims for compensatory damages, the
lawsuit seeks recovery of punitive damages. We have denied and will vigorously defend all claims arising out of the fire. We cannot
predict the outcome of our investigation, the viability of alleged claims or the outcome of the litigation.

Civil litigation of this kind, however, is likely to lead to settlement negotiations, including negotiations prompted by pre-trial civil
court procedures. We believe such negotiations would effect a settlement of all claims. Regardless of whether the litigation is
determined at trial or through settlement, we expect to incur significant investigation, legal and expert services expenses associated
with the litigation. We maintain insurance coverage to limit our exposure to losses due to civil liability claims, and related litigation
expense. We expect this coverage to limit our exposure and we will pursue recoveries to the maximum extent available under the
policies. The deductible applicable to some types of claims arising out of this fire is $1.0 million. Based upon information currently
available, we believe that a loss associated with settlement of pending claims is probable. Accordingly, as of September 30, 2014, we
recorded a loss contingency liability related to these claims and we recorded a receivable for costs we believe are reimbursable and
probable of recovery under our insurance coverage. Both of these entries reflect our reasonable estimate of probable future litigation
expense and settlement costs; we did not base these contingencies on any determination that it is probable we would be found liable for
these claims were they to be litigated.
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Given the uncertainty of litigation, however, a loss related to the fire, the litigation and related claims in excess of the loss we have
determined to be probable is reasonably possible. We cannot reasonably estimate the amount of such possible loss because our
investigation and review of damage claims documentation is ongoing, and there are significant factual and legal issues to be resolved.
Further claims may be presented by these claimants and other parties. We have received claims seeking recovery for fire suppression,
reclamation and rehabilitation costs, damage to fencing and other personal property, alleged injury to timber, grass or hay, livestock
and related operations, and diminished value of real estate, currently totaling $55 million. We are not yet able to reasonably estimate
the amount of any reasonable possible losses in excess of the amount we have accrued. Based upon information currently available,
however, management does not expect the outcome of the claims to have a material adverse effect upon our financial condition, results
of operations or cash flows.

Legal Proceedings

In the normal course of business, we are subject to various lawsuits, actions, proceedings, claims and other matters asserted under laws
and regulations. We believe the amounts provided in the consolidated financial statements to satisfy alleged liabilities are adequate in
light of the probable and estimable contingencies. However, there can be no assurance that the actual amounts required to satisfy
alleged liabilities from various legal proceedings, claims and other matters discussed, and to comply with applicable laws and
regulations will not exceed the amounts reflected in the consolidated financial statements.

In the normal course of business, we enter into agreements that include indemnification in favor of third parties, such as information
technology agreements, purchase and sale agreements and lease contracts. We have also agreed to indemnify our directors, officers
and employees in accordance with our articles of incorporation, as amended. Certain agreements do not contain any limits on our
liability and therefore, it is not possible to estimate our potential liability under these indemnifications. In certain cases, we have
recourse against third parties with respect to these indemnities. Further, we maintain insurance policies that may provide coverage
against certain claims under these indemnities.

Environmental Matters

We are subject to costs resulting from a number of federal, state and local laws and regulations which affect future planning and
existing operations. They can result in increased capital expenditures, operating and other costs as a result of compliance, remediation
and monitoring obligations. Due to the environmental issues discussed below, we may be required to modify, curtail, replace or cease
operating certain facilities or operations to comply with statutes, regulations and other requirements of regulatory bodies.

Air

Our generation facilities are subject to federal, state and local laws and regulations relating to the protection of air quality. These laws
and regulations cover, among other pollutants, carbon monoxide, SO, NOy, mercury particulate matter and GHG. Power generating

facilities burning fossil fuels emit each of the foregoing pollutants and, therefore, are subject to substantial regulation and enforcement
oversight by various governmental agencies.
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Title IV of the Clean Air Act applies to several of our generation facilities, including the Neil Simpson II, Neil Simpson CT, Lange
CT, Wygen III and Wyodak plants. Title [V of the Clean Air Act created an SO allowance trading program as part of the federal acid

rain program. Without purchasing additional allowances, we currently hold sufficient allowances to satisfy Title IV at all such plants
through 2044.

The EPA issued the Industrial and Commercial Boiler Regulations for Area Sources of Hazardous Air Pollutants, with updates which
impose emission limits, fuel requirements and monitoring requirements. The rule had a compliance deadline of March 21, 2014. In
anticipation of this rule, we suspended operations at the Osage plant on October 1, 2010 and as a result of this rule, we suspended
operations at the Ben French facility on August 31, 2012. We permanently retired Ben French, Osage and Neil Simpson I on March
21, 2014. While the net book value of these plants is estimated to be insignificant at the time of retirement, we would reasonably
expect any remaining value to be recovered through future rates.

Solid Waste Disposal

Various materials used at our facilities are subject to disposal regulations. Our Osage plant, at which operations have been suspended,
has an on-site ash impoundment that is near capacity. An application to close the impoundment was approved by the State of
Wyoming on April 13, 2012. Site closure work was completed in 2013 and post closure monitoring activities will continue for 30
years. In September 2013, Osage also received a permit to close the small industrial rubble landfill. Site work was completed and post
closure monitoring will continue for 30 years.

12) QUARTERLY HISTORICAL DATA (Unaudited)

We operate on a calendar year basis. The following table sets forth selected unaudited historical operating resuits data for each quarter
(in thousands):

First Second Third Fourth
Quarter Quarter Quarter Quarter
2014
Operating revenues $ 71267 $ 60,741 $ 67,729 $ 68,751
Operating income $ 17,546 § 13,782 § 19,007 $ 18,779
Net income $ 8,643 $ 6,230 $ 9,916 $ 8,773
2013
Operating revenues $ 59,817 § 60,832 § 67,268 § 66,110
Operating income $ 12,503 $ 14,293 § 18,704 $ 16,844
Net income $ 5,582 % 6,652 $ 9,298 $ 8,641
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